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 September 23, 2004 
 
 
 
 
 
 
Re: Change in Ownership – Revenue and Property Tax Code section 64(a) 
 
Dear Mr.  : 
 
 This is in response to your May 14, 2004, letter to Ms. Kristine Cazadd, Assistant Chief 
Counsel, requesting our opinion as to whether a corporate reorganization involving a parent 
corporation, its primary shareholder, and its wholly-owned subsidiary will cause a change in 
ownership of the real property owned by the subsidiary.  You suggest that the proposed 
reorganization will not result in a change in ownership of the real property of the wholly-owned 
subsidiary pursuant to Revenue and Taxation Code section 64, subdivision (a),1 because no change in 
control of the subsidiary corporation occurs and thus subdivision (c) does not apply.  For the reasons 
set forth below, we agree with your conclusion that the reorganization as described does not result in 
a change in ownership of the real property owned by the subsidiary. 
 
 
Factual Background 
 
 B  R , Inc., (BR) is the parent corporation of eleven wholly-owned subsidiary 
corporations, including B  R  P , Inc. (BRP)  BRP owns commercial real property in 
Stanislaus County, which it rents to unrelated third parties, BR, and other BR subsidiaries.  You do 
not indicate that BR owns any California real property, and in any event do not seek our opinion 
regarding any real property BR might own.  The R  Revocable Trust (Trust), a revocable inter 
vivos trust established by Wendell and Norma, owns approximately 51.06 percent of the outstanding 
voting stock, nonvoting stock, and total stock of BR.  Gregory and Jeffrey each own approximately 
24.21 percent of the outstanding voting stock, nonvoting stock, and total stock of BR.  An 
irrevocable grandchildren’s trust owns the remaining outstanding voting, nonvoting, and total stock 
of BR, or approximately 0.52 percent. 
 
 BR is considering a proposed corporate reorganization pursuant to Internal Revenue Code 
sections 355 and 368(a)(1)(D), commonly referred to as a “non-pro rata split off.”  In this type of 
reorganization, all the stock of BRP, currently held by BR, would be distributed to the Trust in 
exchange for 102,689 shares (12.8 percent) of nonvoting stock of BR held by the Trust.  Following 
the proposed reorganization, the Trust would continue to own approximately 51.06 percent of the 
outstanding voting stock of BR, but its share of nonvoting stock would be reduced to approximately 
42.93 percent and its share of the total outstanding stock reduced to approximately 43.86 percent.  
The Trust would also own 100 percent of all the outstanding stock of BRP.  The other stockholders 

                                                           
1 All section references are to the Revenue and Taxation Code unless stated otherwise. 
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of BR would not see a change in their share of the voting stock in BR, but would see small increases 
in their share of the nonvoting and total outstanding stock of BR due to the distribution to BR by the 
Trust of some of its shares of nonvoting stock in BR. 
 
 
Applicable Law and Analysis 
 

Section 64, subdivision (a), generally provides that the transfer of ownership interests in a 
legal entity, such as a corporation, does not constitute a transfer of the real property of the entity, and 
thus does not constitute a change in ownership of the real property of the entity.  Section 64, 
subdivision (b), sets forth an exclusion from change in ownership of the real property of a 
corporation when the corporation is involved in a corporate reorganization qualifying under Internal 
Revenue Code section 368, is a nontaxable event under California law, and the corporations involved 
are members of an “affiliated group.”  Subdivision (b) defines “affiliated group” to “mean one or 
more chains of corporations connected through stock ownership with a common parent corporation” 
if (1) “One hundred percent of the voting stock . . . of each of the corporations, except the parent 
corporation, is owned by one or more of the other corporations,” and (2) “The common parent 
corporation owns, directly, 100 percent of the voting stock . . . of at least one of the other 
corporations.”  In Pueblos Del Rio South v. City of San Diego (1989) 209 Cal.App.3d 893, and Sav-
On Drugs, Inc. v. County of Orange (1987) 190 Cal.App.3d 1611, the California Court of Appeal 
concluded the phrase “members of an affiliated group” in section 64, subdivision (b), means 
affiliation from the beginning of the transaction until the end of the transaction and that affiliation 
cannot be just one step in the reorganization. 
 

Subdivision (c) of section 64 provides an exception to the general rule of subdivision (a) 
when a legal entity or person obtains direct or indirect ownership or control of more than 50 percent 
of the voting stock of a corporation, thus resulting in a change in ownership of the real property of 
the corporation.  Section 64, subdivision (d), also provides an exception to the general rule of 
subdivision (a).  Subdivision (d) provides that when real property is transferred to a legal entity and 
the transfer is excluded from change in ownership under section 62, subdivision (a)(2), the 
individuals holding interests in the legal entity immediately after the transfer will be “original co-
owners.”  Subsequently, the transfer of cumulatively 50 percent or more of the voting stock in the 
entity by the original co-owners causes a change in ownership of the real property held by the entity 
and previously excluded from change in ownership under section 62, subdivision (a)(2). 
 

Upon review of the reorganization set forth in your letter with the above rules in mind, we 
conclude section 64, subdivision (a), applies to the reorganization and excludes the real property of 
BRP from change in ownership upon the transfer of 100 percent of BRP stock from BR to the Trust.  
Although the corporate reorganization described in your letter apparently qualifies under Internal 
Revenue Code section 368, and presumably California law, the reorganization does not appear to 
qualify for the exclusion set forth in section 64, subdivision (b), because the BRP will not be part of 
the “affiliated group” both before and after the transaction.  Before the transaction, BR and its 
subsidiaries meet both requirements for an “affiliated group”:  1) One hundred percent of the voting 
stock of each of the corporations, except the parent (BR), is owned by one or more of the other 
corporations, in this case BR; and 2) the common parent (BR) owns, directly, 100 percent of the 
voting stock of at least one of the other corporations.  After the transaction, however, 100 percent of 
the voting stock of BRP will no longer be owned by one of the other corporations, thus violating the 
first requirement of the definition of “affiliated group” with respect to BRP. 



Mr.      3       September 23, 2004 
 

  

 
Subdivision (c) does not apply to cause a change in ownership because, although 100 percent 

of the stock (presumably including 100 percent of the voting stock) of BRP is transferred from BR to 
the Trust, the Trust is not considered a separate legal entity.  The transfer of property to a revocable 
trust is not a change in ownership because the trustor/settlor remains the beneficial owner of the 
property through the trust.  (Rev. & Tax. Code, § 62, subd. (d).)  To determine whether a transfer of 
property or interests in a legal entity (voting stock) constitutes a change in ownership, it is necessary 
to “look through” the trust to the individual trustors/settlors.  (Annot. No. 220.0375.020.)  Wendell 
and Norma, husband and wife, through the Trust own more than 50 percent of the voting stock 
before and after the reorganization.  However, Wendell and Norma’s percentage interests in the 
voting stock are not aggregated, as each is treated as a separate shareholder under the non-attribution 
principle stated in Property Tax Rule 462.180, subsection (d)(2), Example 7.  Therefore, even if 
Wendell and Norma together would acquire control of BR following the reorganization, the law 
presumes that community property principles apply and that each spouse owns only 50 percent.  
Thus, no change in control occurs due to the reorganization for purposes of subdivision (c). 
 

Finally, section 64, subdivision (d), does not apply to cause a change in ownership of the real 
property of BRP.  Even if BR was an “original co-owner” in BRP, the reorganization did not cause a 
transfer of cumulatively more than 50 percent of the voting stock of BRP because Wendell and 
Norma were the controlling shareholders of BR and the trustors/settlors of the Trust.  Thus, 
subdivision (d) is not applicable. 
 

In conclusion, we reiterate our conclusion that section 64, subdivision (a), applies to the 
corporate reorganization as described to exclude the real property owned by BRP from change in 
ownership upon the transfer of the stock of BRP. 
 

The views expressed in this letter are only advisory in nature; they represent the analysis of 
the legal staff of the Board based on present law and the facts set forth herein, and are not binding on 
any person or public entity. 
 
 
      Sincerely, 
 
      /s/ Reed Schreiter 
 
      Reed Schreiter 
      Senior Tax Counsel 
 
RS:eb 
Prec/corporations/04/04-rs.doc 
 
cc: Ms. Kristine Cazadd, MIC:82 
 Mr. David Gau, MIC:63 
 Mr. Dean Kinnee, MIC:64 
 Ms. Mickie Stuckey, MIC:62 

Mr. Todd Gilman, MIC:70 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


